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1. Executive Summary 

1. Restraining the growing wage bill expenditures while enhancing the performance 
of the public sector remains one of the government’s major development priorities. Wage 
bill levels in the Kyrgyz Republic are high compared to the majority of ECA countries, 
constituting almost one third of government expenditures.1  Outlays on wages grew faster than 
the economy from 2008 to 2011, squeezing the budget. Wage bill expenditures have almost 
doubled in the last decade to 12.2 percent of GDP by 2011 (including special means and health 
wage bill expenditures). The latest increase in wage outlays was due to a significant rise of 
salaries in health and education in 2010, which boosted the health wage bill twofold and the 
education wage bill by two-thirds. If the wage bill continues to grow at the pace observed during 
the last decade—an average annual increase of 0.5 percent of GDP—it will amount to around 
14.6 percent of GDP by 2015. 

2. Over the last few years, the government has undertaken important steps towards 
enhancing pay systems and improving competitiveness of pay in public health and 
education – sectors accounting for almost 66 percent of the wage bill. Pay systems in the 
above mentioned sectors were streamlined and the number of allowances reduced, while greater 
focus was placed on individual performance, through performance pay. However, up until 2012 
the civil service pay system has been lagging behind, remaining complex, non-transparent, 
unfair, and uncompetitive. In light of a significant increase of wages in health and education, 
unreformed civil service pay limits incentives for career progression in civil service, making it 
almost impossible to attract and retain qualified staff. Therefore, civil service remuneration 
reform, launched in summer 20132, remains an important area, where government action is 
crucial to address inconsistencies and drawbacks within the current system.   

3. The Kyrgyz Republic confronts the need to restrain its public wage bill as part of 
its mid-term fiscal strategy, as well as the need to improve the performance of the public 
sector. This complex task can only be achieved via system and policy reforms for determining 
the employment and wage levels in the public sector, coupled with deep structural reforms in the 
main sectors of public employment. The analysis, undertaken in this policy note, suggests that 
the government should consider the following measures and reforms:   

 It is essential to improve predictability of the wage bill and avoid further ad hoc 
increase in wages.  

 Moderate and gradual consolidation of employment can be achieved through:   

o Consolidating support staff in health and education; 

o Functional reviews in civil service; and 

o Structural reforms (e.g. introducing per-capita financing in education). 

 Any increase of the base pay elements has to be linked to modest and gradual 
consolidation of public sector employment, and should be limited to inflation as 
needed. 

                                                 
1 For the purposes of public sector wage bill analysis, the scope of public sector is limited to the General 
Government sector, as defined by GFS 2001, including: (i) all units of central, state, and local government, 
and social security funds, imposed and controlled by those units; (ii) all nonmarket non-profit institutions 
that are controlled by government units. 
2 The Program for Enhancing Pay System in Civil and Municipal Service in 2013 – 2020 has been approved 
by the Government of KR Statute N 383 from June 28, 2013. 
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 Establishment controls need to be strengthened through sound monitoring of the 
number of employees and payroll in all parts of the public sector. 

 Civil Service Pay Reform has to be undertaken with a unified pay system, gradually 
introduced at all levels of the government. 

4. This note discusses public sector wage management in the Kyrgyz Republic, by 
analyzing wage bill expenditure levels over the last decade with a closer examination of 
dynamics in 2008-2011. The analysis explores the key drivers of wage bill growth—public 
sector employment and employees’ wages in civil service, public education, and health, as well as 
institutional mechanisms for their control. Based on the key findings, recommendations are 
drawn on the options for reduction of the wage bill based on comparative international 
experience, while also taking into account the specific context of the Kyrgyz Republic. 

2. Wage Bill Levels 

5. The wage bill in the Kyrgyz Republic has almost doubled over the past decade, 
from 5.1 percent of GDP in 2000 to 9.9 percent of GDP in 2011. Wage bill growth has been 
rapid, driven by both employment growth and rising salaries. This trend is in line with 
developments in many other ECA countries, which experienced high growth prior to 2008, but 
were hit hard during the economic crises.

3
  If data on special means and health wage bill 

expenditures, which are available only for the past two years, are added to the budget data, the 
public sector wage bill in the Kyrgyz Republic amounted to 10.4 percent of GDP in 2010, and up 
to 12.2 percent of GDP in 2011. The wage bill remained at around the same level in 2012 
reflecting slower growth in wages, but also in GDP as production at the main gold mine Kumtor 
was disrupted due to a landslide and probably will decline slightly in 2013 as wages were 
tightly controlled.  The significant increase of the wage bill of 1.8 percentage points of GDP that 
occurred from 2010 to 2011 needs to be avoided in the future, as further wage increases above 
the rate of productivity growth could have an adverse effect on competitiveness, and bring 
about external imbalances and higher inflation.  

6. A comparison of real GDP 
growth and wage bill growth 
demonstrates that wage bill 
expenditures have exceeded 
real GDP growth, which is a 
worrying trend that needs to be 
reversed (see Figure 1). The 
World Bank’s ongoing analytical 
work on the management of the 
public sector wage bill shows that 
countries with wage bill 
expansions tend to be associated 
with deteriorating fiscal positions.4  
While there appears to be no direct 
correlation between the size of the 
wage bill and fiscal health (as 
many public services are labor 
intensive and Governments spend 

                                                 
3 Concept Note for on-going analytical work Managing the Public Sector Wage Bill in the Age of Austerity in 
the ECA Region, the World Bank, 2012. 
4 Ibid. 

Figure 1. General dynamics of wage bill growth 

(2000=1) 

 
Source: The World Bank’s FACE database. 
Note: Excluding special revenues and health wage bill expenditures. 
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significant resources on salaries), continuous increases of the wage bill that exceed real growth 
have an adverse effect on fiscal sustainability. 

7. More detailed data on the wage bill dynamics over the past few years (see Table 
1) show that the wage bill as a percent of general Government expenditure is increasing 
steadily (of more than 30 percent), taking into account some oscillations due to 
fluctuations at the sub-national level. Wage bill levels as a percentage of overall expenditures 
showed a downward trend between 2008-2010, mainly as a consequence of an increase in 
overall expenditures, and not a decrease of wage bill levels. Looking at the wage bill as a 
percentage of revenues, there is a steady increase of the wage bill of around 1 percent per year, 
bringing about a raise of almost 4.5 percent over the past four-year period.  

Table 1. Wage bill developments, 2008 – 2011 

(Percent) 

 2008 2009 2010 2011 

 (as percent of GDP) 
Total  7.5 8.4 8.7 9.9 
Republican budget 3.8 4.5 4.8 5.0 
Subnational consolidated budget 3.6 3.9 3.8 4.9 
 (as percent of current expenditures) 
Total 34.3 31.2 29.8 32.6 
Republican budget 17.6 16.7 16.6 16.6 
Subnational consolidated budget 16.7 14.6 13.2 16.0 
 (as percent of revenues) 
Total 24.9 26.1 28.4 29.6 
Republican budget 12.8 13.9 15.9 15.0 
Subnational consolidated budget 12.1 12.2 12.6 14.6 

Source: BOOST for 2008, 2009 and 2010, Treasury for 2011. 
Note: Wage bill excluding special revenues and health wage bill. 

8. The wage bill level, as a percent of GDP, in the Kyrgyz Republic is high in 
comparison to the majority of ECA countries. In fact, the wage bill is the fifth largest wage bill 
in the region (see Figure 2); it is 1.3 percent greater than the ECA average of 8.6 percent, and 2.5 
percent higher than the Commonwealth of Independent States (CIS) average of 7.3 percent.  

Figure 2. Cross-country comparison of wage bill 

(As percent of GDP) 

Figure 3. Cross-country comparison of wage bill 

(As percent of overall expenditure) 

  
Source: World Bank’s ECA FACE database, BOOST for Kyrgyz Republic, data for 2011. 
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Note: Data on wage bill exclude special funds and health wage bill expenditures. 

9. Wages and salaries also make up a large share of general government 
expenditure, standing at 28.3 percent. This is also rather high when compared to other ECA 
countries (see Figure 3).  It is 3.3 percentage points higher than the ECA average of 25 percent 
and 3.0 percentage points higher than the CIS average of 25.4 percent of total expenditures. 

10. Comparisons with other regions suggest the wage bill is largely in line with other 
low and lower-middle income countries. Countries in the South Asia region, offer a particular 
useful comparison as they arguably have a number of similarities in demographic structure with 
Central Asian countries. The general government wage bill in Kyrgyz Republic is lower than in 
Afghanistan (13 percent of GDP) and slightly above Bhutan (9.6 percent of GDP)5. Nevertheless, 
public administration, public education and health systems in the Kyrgyz Republic are largely 
designed along ECA countries norms, structure, curricula and standards. Most of the 
comparisons in this note are therefore made against comparators in ECA countries. 

11. The education sector constitutes the highest share of the wage bill at 5 percent of 
GDP, followed by health at 2.1 percent. There has been a large increase in the education and 
health wage bill in 2011 due to a significant increase of salaries in 2010 which, in nominal 
terms, increased the wage bill of the health sector by almost 200 percent and the education 
sector wage bill by 65 percent.   

Figure 4. Structure of the wage bill, 2009 – 2011 

(Percent) 

 
Source: WB BOOST, Ministry of Health and Ministry of Finance. 

12. High wage expenditures can be caused either by over-staffing or by high levels of 
wages in the public sector. Over-staffing can occur due to an over-extended public sector in 
terms of its scope and functions, or due to inefficiency in the delivery of public services. Another 
possible explanation for a high wage bill level could be due to high levels of wages. Both options 
shall be explored in more depth in the following analysis.  

3. Public Employment Levels  

13. The number of employees in the public sector has been relatively stable over the 
past three years. The aggregate data reveals that health and education sector employment 
increased slightly throughout the course of 2011 (Table 2). This confirms the finding that the 

                                                 
5 IMF Data, Government Finance Statistics, Compensation of Employees, General Government, 2011. 
http://elibrary-data.imf.org/DataReport.aspx?c=25159166&d=33120&e=171141. 
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significant rise in wage bills in the education and health sectors in 2011 was primarily the 
corollary of substantive salary increases. 

Table 2. Public Employment, 2009-2011 

(Average per year) 

Sector 2009 2010 2011 

Education 150,866 149,179 150,604 

Health  63,419   63,843   66,263 
Civil Service  17,829   18,561   18,644 

Municipal Service    8,317     9,917   10,112 

Total public sector employment 342,786 335,157 340,898 

Source: Kyrgyz Republic Statistics Office for education and total public employment, State Personnel Service 
and Ministry of Finance for civil servants, Ministry of Health for health sector. 

 

14. By OECD standards, the Kyrgyz Republic does not appear to be overstaffed. Figure 
5 compares the ratio of government employment to total employment in the Kyrgyz Republic 
and OECD countries.  It shows that government employees accounted for about 15.2 percent of 
total employed persons in the Kyrgyz Republic in 2011, which is in line with the OECD average. 

 Figure 5. Public employment 

(As percent of total employment) 

 
Source: OECD, Government at a Glance (2011), data for 2008, data for Kyrgyz Republic 2011. 

15. When we look at employment trends in other ECA countries, public sector 
employment in the Kyrgyz Republic is also in line with comparators – especially with 
other CIS countries (see Table 3).6 The highest contributor to the employment levels is 
education at 2.74 percent of the population. This is in line with trends observed in other CIS 
countries, which have a large overall public employment as a result of the longstanding Soviet 
legacy, primarily in teaching and health, with a small central administration.7  

                                                 
6 It should be noted that there exist no firm indications that a certain overall level of public sector 
employment in a country can be adequate, or excessive. The level of economic development of the 
country and socio-cultural traditions to a great degree influence Government spending and employment 
levels in the public sector. The Bank’s analytical report of 1997 showed that total civilian employment in 
OECD countries was the largest in the world standing at 7.7 percent of population and second largest in 
the countries of Eastern Europe and the former Soviet Union at 6.7 percent of population. Government 
employment was relatively smallest in Africa and Asia (2 percent and 2.6 percent of population 
respectively). See: Schiavo-campo, de Tommaso and Mukherjee (1997), an International Statistical Survey 
of Government Employment and Wages, World Bank Policy Research Working Paper 1806. 
7 Schiavo-Campo, de Tommaso and Mukherjee (1997), ibid. 
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Table 3. Public sector employment in ECA8 

(As a percentage of total population) 

 Public sector 
employment 

 
Health 

 
Education 

Kyrgyz Republic 6.2 1.2 2.7 
CIS 8.5 2.4 4.1 
CEEC (Bulgaria, Czech Republic, Estonia, Hungary, 
Latvia, Lithuania, Poland, Romania, Slovakia) 

7.3 2.1 2.7 

SEE (Slovenia, Croatia, Macedonia)  4.4 1.2 1.2 

Sources: World Bank Policy research Paper 1806, 1997, for CIS and CEEC; Croatia CEM (2003) for SEE. 

 

16. It should, however, be noted that the number of health personnel per population 
in the Kyrgyz Republic has declined significantly since the early 1990s, with current 
levels far below that of the averages for the CIS and the EU 15.  The number of physicians 
and nurses in 2011 was almost two times lower than in 1990 (see Table 4).

9
  The number of 

physicians in 2011, at 236 per 100,000, is significantly lower than the CIS average of 430, and 
the OECD average of 310. A similar situation can be observed with respect to the number of 
nurses per 100,000 population, which in 2011 amounted to 548, while the CIS average was 800 
and the OECD average was 840. 10 Uneven regional distribution further exacerbates this 
problem, as the shortage of physicians in rural areas remains a critical problem.  

Table 4. Health sector staffing per 100,000 population 

(1990 – 2011, selected years) 

Type of personnel 1990 2005 2009 2010 2011 
Physicians 429 263 233 236 236 
Nurses 1,020 395 526 533 548 
Dentists 26 17 4 6 6 

Source: WHO Regional Office for Europe for 1990 and 2005; Ministry of Health, Kyrgyz Republic for 2009 – 2011.  

17. Due to low wage level, the health sector has not been able to attract and retain 
qualified medical personnel over the past decade. This trend was reversed only recently, 
and especially since 2009 (see Table 4). The increase of the number of medical staff in the 
health sector over the past year is perceived as a welcome development, and one that needs to 
be continued under the close supervision of the MoH in order to realize the development 
priorities of the health sector.  

18. There does, however, appear to be quite a large number of support/technical 
personnel, constituting around 35 percent of overall health sector employment. The 
number of cleaning/sanitary and catering personnel constitutes around 18 percent of the 
overall number of health sector employees (see Table 5). It is determined centrally by 
Government Decree, which sets out detailed norms on the numbers of sanitary and catering 

                                                 
8 G. Reid and J. Orac paper on HRM issues in ECA countries (2006) shows that public sector employment 
in ECA has not changed significantly over the period of 1997-2003, with the exceptions of Albania, 
Bulgaria and Poland which saw significant reductions in general government employment in this period.  
9 A. Ibrainova at al (2011), Kyrgyzstan Health System Review, Health Systems in Transition, Vol. 13. No 3. 
2011, The European Observatory on Health Systems and Policies. 
10 Data from the WHO Regional Office for Europe 2011 (data for 2009), quoted in A. Ibrainova at al 
(2011), Kyrgyzstan Health System Review, Health Systems in Transition, Vol. 13. No 3. 2011, The European 
Observatory on Health Systems and Policies, and the OECD, (2011), Health at a Glance, data for 2009. 
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personnel per various types of health institutions.11 Although the wage bill of this type of 
support personnel may not be overly high, due to the low level of their salaries, the question 
remains whether the salaries of the sanitary/catering personnel should constitute part of the 
health sector wage bill, or whether it could be provided in other more flexible ways, such as 
outsourcing. The number of other assisting staff - which includes various types of personnel 
including IT specialists, accountants, pharmacists, and janitors – is also somewhat high at 
around 17 percent of all health sector employees. This may partly be the consequence of health 
sector reforms aimed at separating in-patient and out-patient institutions and creating several 
legal persons out of one institution. This process resulted in additional accountants, HR, and 
other personnel in newly created institutions. 

Table 5. Disaggregated number of personnel in the health sector 2009-2011 

(Persons) 

Type of Personnel 2009 2010 2011 

Doctors 12,488 12,685 12,614 
Nurses 28,201 28,570 30,148 
Dentists 210 267 307 
Sanitary and catering personnel 11,611 11,583 12,102 
Other assisting personnel  10,906 10,738 11,092 
TOTAL 63,419 63,843 66,263 

Source: Ministry of Health of Kyrgyz Republic. 
Note: other assisting personnel includes: speech therapists, IT specialists, accountants, pharmacists, janitors etc. 

19. The education sector is 
undoubtedly the largest employer 
in the Kyrgyz Republic, constituting 
44.2 percent of overall 
employment, as shown in Figure 6.  
While it is high as percent of public 
employment, it is not high compared 
internationally. 

20.  The number of education 
personnel in primary and 
secondary schools, compared to the 
total number of students in 
education sector in the Kyrgyz 
Republic appears to be in line with 
international comparators. At 
present the national average pupil to 
teacher ratio in primary and 
secondary schools is around 15:1, which is in line with the OECD average of 16 students for 
every teacher in primary school and 14 students at the secondary level.12 However, the teacher 
per pupil ratio varies to a great extent between regions, from 10.5 in Naryn to 18.6 in Chuy (see 
chapter on education sector). Moreover, the number of teachers per 1,000 students in the 

                                                 
11 Government Decree No. 627 of 11 October 2011, on Determining the Norms of Time, Number, Work of 
Sanitary and Technical Assisting Personnel, Official Gazette “Erkin To”, October 18, 2011, No. 88. 
12 Data taken from the OECD, (2011), Education at a glance (data for 2009). A recently conducted public 
expenditure tracking survey, which was based on a sample of schools throughout the Kyrgyz Republic, 
shows a somewhat low teacher to pupil ratio of 13.1, which interestingly does not differ significantly 
between urban and rural schools - Coffey International Development, Public Expenditure Tracking Survey 
on Health and Education in Kyrgyz Republic, July 2012. 

Figure 6. Structure of public sector employment 2011 

(In percent of total) 

 
Source: Kyrgyz Republic Statistics Office for education and health, 
State Personnel Service for civil servants. 
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Kyrgyz Republic is 74.2, which is somewhat lower compared to the OECD average of 74.6 and 
noticeably lower than the  EU19 average of 82.7 (see Figure 7).

13
  

21. There was a significant increase in the number of teaching staff in pre-school and 
primary education institutions (which together constitute the largest share of education 
system) in 2011, and such a growing trend is likely to continue in 2012, as shown in 
Table 6. The main reason for the recent trend of growth in the number of teaching staff is the 
introduction of a ceiling on teaching hours per teacher in 2011. Before 2011, teachers were able 
to teach up to 50 teaching hours per week and the time for class preparation and training was 
not included in their pay, which did not motivate them to devote enough attention to class 
preparation and improvement of their qualifications. In 2011, a ceiling of 27 hours was set for 
teaching hours, with additional hours for class preparation and training, which are included in 
teachers’ pay, setting the overall limit on teaching work at 41 hours per week. The purpose of 
the ceiling was to allow teachers to spend more time on school preparation and training and 
hence improve the quality of teaching. However, such a ceiling has further inflated the number 
of teaching staff and the already large education wage bill. To address these problems, in June 
2013, the government increased teaching hours back by about 15 percent. This is expected to 
generate savings of up to 271 million soms per annum.   

Figure 7. Teaching staff and non-teaching staff in primary and secondary education 

(Per 1000 students) 

 
Source: Ministry of Education on Kyrgyz Republic; OECD, Education at a glance 2009, (data for 2007). 

Table 6. Number of teaching staff in selected educational institutions 

(Persons) 

Type of Education 2010 2011 2012-plan 

Pre-school education institutions 3,598 4,340 4,352 
Primary schools 69,062 75,502 77,002 
Secondary professional schools 1,896 2,022 2,022 
Higher education 3,730 3,717 3,717 

Source: The Ministry of Education of Kyrgyz Republic, 2012. 

22. A second reason for inefficient use of human capital in education may be that the 
Kyrgyz education finance system is still input based, i.e. relies on a system of normative 
budgeting. This means that there are staffing norms inherited from the Soviet era that allocate 
teaching resources by number of classes and teaching curricula, so that each class has a teacher 
according to a certain number of lessons specified in the curriculum.14 Such a system produces 

                                                 
13 OECD, (2011), Education at a glance, data for 2009. 
14 The World Bank, (2011), Reforming Education Finance in Transition Countries, Six Case Studies in Per 
Capita Financing Systems, The World Bank, Washington DC. 
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perverse incentives for schools to minimize class size and maximize the number of teachers. 
Although this problem is common to all CIS countries, the Kyrgyz Republic has been quite slow 
to address it.15  Early efforts to introduce per capita financing by the end of the 1990s have 
failed, and new initiatives were only recently undertaken, with piloting of per capita financing in 
primary schools of several oblasts (Chui, Issyk-Kul, Batken, and recently also in Bishkek and Osh 
cities).  

23. Furthermore, as provision of the funds necessary to pay teacher salaries is still 
the obligation of the central government, schools are not motivated to rationalize their 
structure, i.e. increase their class size and decrease staffing levels. In addition, school 
curriculum is fragmented and overly specialized, with limited opportunity for teachers to teach 
across related fields; this also tends to inflate the need for teaching staff.

16
 At the beginning of 

the 2012/2013school year, the Ministry of Education commenced the rationalization of 
teaching curricula and the reduction of the number of teaching hours of many subjects, such as 
mathematics, physics etc. (altogether 21 teaching hours). This is a positive development.  

24. Similar to the health sector, there is also an excessive number of non-teaching 
staff in the education sector.  Educational institutions do not have much flexibility in deciding 
how many non-teachers to employ, as a government decree lays down norms centrally.17 These 
norms have been inherited from Soviet times and need to be re-examined. The overstaffing 
problems with regard to non-teaching staff may also lie in the fact that in the Kyrgyz education 
system there is a strict division of schools that teach in different languages: Russian, Kyrgyz, 
Tajik, and Uzbek. This further inflates the need to establish separate schools and employ 
additional non-teaching staff, who could otherwise support fewer schools where education 
could be provided in different languages. All these issues outlined above should be taken into 
account when thinking about the potential measures for rationalization of the number of 
personnel in the education sector. 

4. Levels of Wages  

25. While public sector 
wages in the Kyrgyz 
Republic do not appear to 
be too high in nominal 
terms, they are in fact quite 
high as a percent of GDP by 
international standards. If 
we look at the average wage of 
a Kyrgyz public employee and 
compare it with the GDP per 
capita, we find that the 
average wage is around 70 
percent higher than the 
country’s GDP per capita 
(though this ratio has 

                                                 
15 Ibid. 
16 Data taken from the OECD and IBRD/The World Bank, (2010) Kyrgyz Republic 2010: Lessons from Pisa 
and Education Spending in Kyrgyz Republic, World Bank, 2012; Coffey International Development, Public 
Expenditure Tracking Survey on Health and Education in Kyrgyz Republic, July 2012. 
17 Government Decree No 404 on Determining the Staffing Norms in Educational Institutions, of 
September 30, 1995. 

Figure 8. Average public sector wage  

(As percent of GDP per capita) 

 
Source: World Bank 2010 for Serbia (data for 2009); EUROSTAT, 2009, for 
other European countries; BOOST data for Kyrgyz Republic, 2011. 
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probably declined most recently as GDP grew faster than wages). This is around 30 percent 
higher than the average ratio in Central and East European countries (see Figure 8).  

26. However, this does not suggest that the wages in the Kyrgyz Republic are higher 
than they are in European comparators, but rather that the government’s ability to pay 
wages is considerably lower in the Kyrgyz Republic than it is in the referenced European 
countries, due to lower GDP levels. Salaries of the EU comparator states are certainly much 
higher in nominal terms than the salaries of public sector employees in the Kyrgyz Republic. 
However, due to relatively low GDP levels, the Kyrgyz Government does not have the fiscal 
capacity to pay higher wages. This actually means that prevailing public wages in the Kyrgyz 
Republic are disproportionate to the Government’s ability to finance them. Similarly, the ratio of 
a teacher’s salary to GDP per capita in the Kyrgyz Republic is also significantly higher than the 
average in OECD countries (see Figure 9).   

27. The level of salaries of public sector employees of individual sectors (including 
education, health, and civil service) is not adjusted annually to factor for inflation, but is 
subject to ad-hoc increases. The salaries of education and health employees were increased in 
2011 after a couple of years of stagnation, and this increase was estimated to be several times 
above the 2011 annual inflation rate and even exceeded the cumulative inflation observed 
during 2009-2011.18  The salary levels of the majority of civil servants have not increased since 
2008.  

Figure 9. Ratio of Teacher’s Salaries to GDP per capita 

(Index) 

 
Source: OECD education indicators. Data for OECD countries and Kyrgyz Republic are relative to 
minimum statutory salary levels for teachers.  

28. Such practices create serious inequalities of salary levels between different public 
sector employees. For example, since the 2011 increases, the salary of a university graduate 
teacher with full teaching hours (40 hours) and no years of experience amounts to around 7,200 
soms, while the salary of a civil servant with similar qualifications and no working experience at 
the rayon level administration is only around 4,000 soms. Such a salary differential negatively 
affects the potential to retain civil service staff at the rayon level, with serious consequences for 
critical service delivery at sub-national levels. Furthermore, civil servants that carry out 
supervision of teaching staff at rayon levels have much lower salaries than the teachers whom 

                                                 
18 While the average rate of inflation in 2011 was estimated to be 16.6 percent, the average wage in 
education was increased by 63.2 percent compared to the average sector wage in the previous year 
(2010).  Similarly, the average wage in health was increased by 92.5 percent. 

0.0

0.2

0.4

0.6

0.8

1.0

1.2

1.4

1.6



 

11 
 

they supervise. This acts as a disincentive, and along with other considerations, makes their 
supervision work difficult.  

29. Following significant wage increases in the education and health sectors in 2011, 
the difference between the level of public and private sector salaries has narrowed. While 
the average monthly wage in the economy in 2011 amounted to 9,304 soms, the public sector 
wage average stood at 8,132 soms, or 87 percent of the average wage in the economy.  This ratio 
increased slightly in 2012 but may have retreated somewhat in 2013 due to a wage freeze in 
most of the public sector.  On average, the salaries of public sector employees are in line with 
international experience, where usually public sector salaries tend to be around 80-90 percent 
of the private sector pay.19 

30. The picture appears more complex at the sector level, with employees in public 
education paid less compare to the private sector. 20  The average wage in public 
organizations in education was 83 percent of the average wage in private sector organizations 
in 2011 and 77 percent in 2012. The decrease in the proportion is associated with 29 percent 
increase in private salaries in 2012, which can be attributed to a market response to public 
education salary increases in 2011 and 2012. Even though the private sector in education may 
be small, this may suggest stronger competition from the private sector in attracting qualified 
staff.  

Table 7.  Average Wages in Public and Private Education and Health Sectors 
in Kyrgyz Republic 

(Kyrgyz som) 

 
2009 2010 2011 2012 

Health and Social Services 
    Public 3,881 4,176 7,381 9,491 

  Private 4,449 5,079 6,066 7,683 

Average across the sector 3,909 4,218 7,315 9,402 

Education 
    Public 3,494 3,832 6,614 7,854 

  Private 6,708 7,021 7,901 10,255 

Average across  3,638 3,991 6,682 7,999 

Source: Kyrgyz Republic Statistics Office.  

31. Following the increase of salaries in 2011 and 2012, public health sector wages 
are higher than wages in private sector health organizations. This may suggest that public 
sector health organizations are not likely to face competition for professional staff from the 
domestic private sector. The average salary in public health was 21 percent higher than in 
private sector health organizations in 2011, and in 2012 this gap increased by 2 percentage 
points. Based on feedback from experts and Ministry of Health staff, the competition for 
professional staff comes from neighbor countries, predominantly CIS countries, where the 
average salary in health is higher in nominal terms. However, it should not be taken as the only 
justification for further salary increases in public health as it disregards the government’s 
ability to pay higher salaries. For example, the comparison of the level of salaries with data from 
countries with better performing economies should be made with in conjunction with more 
objective measures, such as GDP per capita or overall average wage. In this regard, the average 

                                                 
19  DFID, WB (2004), Serbian Civil Service: Assessment of Pay and Benefit System, PricewaterhouseCoopers, 
LLP 
20 It is important to note, that the available data allows only a straight forward comparison with averages, 
without controlling for skills, experiences, and qualifications. In Kyrgyz Republic, the structure of 
employment both in public health and education sectors shows a significant share of assisting staff, 
therefore their level of salaries pushes down the average salary in the sector.  
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wage in public health organizations in comparison to average wage in the economy is adequate. 
Given the objective to restrain wage bill growth, further increases should be considered 
following the general recommendations for enhancing wage bill management, based on fiscal 
space available and informed by macro-economic parameters. 

32. Public sector employees have various kinds of in-kind (non-monetary) benefits. 
The first and perhaps the most important one is the perceived stability of employment in the 
public sector in comparison to the private sector. This is an important factor for attracting 
personnel to public sector, even with relatively lower wages, especially during times of 
economic downturn.21  

33. An important benefit provided to senior public sector employees in the Kyrgyz 
Republic is the possibility to continue working after retirement, and thus receive both a 
pension and a salary. According to the data of the Social Fund of the Kyrgyz Republic, in 
September 2012 there were 14,276 people (4 percent of the total public sector employment) 
working in the public sector and receiving a pension simultaneously. This right is not 
guaranteed but depends on the decision of the management, and is usually justified by a lack of 
sufficient qualified personnel. Such a practice puts a heavy burden on public spending— on 
both the wage bill and the pension fund. It also brings about great pay advantages to older 
personnel in state bodies and de-motivates younger personnel who are not able to earn 
additional sources of income. Introducing a mandatory retirement policy is one way to address 
this problem. Another approach governments use to reduce the pressure on the public finance 
system is to reduce pension payments to working pensioners, which reduces expenditure of the 
pension fund. 

34. Finally, it is important to look at the salary system of public sector employees in 
order to understand the complexity of wage bill issues. Recently conducted pay and 
employment studies in the World Bank’s ECA region have shown that adjusting average public 
sector salaries may not be as important as improving the structure of public sector 
remuneration.22 This issue will be discussed in more detail in the following section.  

5. Structure of Wages  

35. Public sector remuneration reform has been one of the key aspects of the reform 
agenda in the Kyrgyz Republic over the past two years. In May 2011, the Government 
adopted a concept of reforming the pay of public sector employees of the Kyrgyz Republic for 
2011-2015.23 This concept document defines criteria for career development of public and 
municipal employees, taking into account the efficiency and effectiveness of professional 
performance. 

36. During 2011, the pay system reform was carried out in the health and education 
sectors, which abandoned a unified wage grid for both sectors and created separate 
education and health pay systems. Establishment of separate pay systems has provided 
greater flexibility for each service to determine the number of grades appropriate for each 
occupational group (e.g. nurses, doctors, teachers, professors, etc.) within each sector. It also 
helped assure that the hierarchy of job levels provides an appropriate career structure to staff 
in that occupational family. The separate grading structures also provide a means to capture the 
differences in labor market pay rates across the individual occupations, which has not yet been 

                                                 
21 This is a global phenomenon; the World Development Report on Jobs (2013) found that workers often 
care more about job security than income (pp 85). 
22 G. Reid and J. Orac paper on HRM issues in ECA countries (2006). 
23Government Decision № 237, adopted on May 17, 2011. 
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fully utilized, as there is no practice of comparisons between comparable jobs in the emerging 
private sector.  

37. During the reform process, the structure of the pay systems was streamlined and 
the number of allowances significantly reduced. These are positive developments. The 
major part of the total salary is still composed of allowances, but the overall number of 
allowances in the health sector was reduced from 18 to 10, and in education sector from 16 to 8. 
In this way, the pay structure has been simplified and the level of discretion in determining the 
pay levels by managers in education and health sectors reduced. There is a room for further 
rationalization of pay by reducing further the number of allowances. For example, the allowance 
for special working condition could be re-examined as many special conditions (high 
mountainous and rural areas, work in tuberculosis centers) are already covered by other 
specific allowances. The current wage structure of health and education employees is provided 
in Table 8 and Table 9. 

 

Table 8. Basic salary structure in the health sector 

Basic 
salary 

The amount of basic salary depends on a category of personnel 
and is as follows: 
Heads of Health Institutions  
Medical doctors 
Nurses 
Administrative-managing personnel 

 

 
 
6,000 soms 
5,000 soms 
4,300 soms 
5,000 soms 

Allowances 

Allowances for Heads of Health Institutions 
Group I (national centers, research centers, clinics and institutes) 
Group II (institutions of oblast level and cities of republican level) 
 
Allowance for qualification category (based on attestation): 
Higher qualification category 
I qualification category 
II qualification category 
 
Years in service allowance 
Allowance for working in health centers for tuberculosis 
Allowance for work in high mountainous areas 
 
Allowance for years in service in high mountainous areas 
Allowance for work in villages 
Allowance for personnel having a title of ‘honored medical doctor’ 
or ‘honored health sector employee’ of the Kyrgyz Republic  
Allowance for special working conditions 
Allowance for academic degree 
Allowance for work in ‘national institutions’ 
 

 
10% of basic salary 
5% of basic salary 
 
 
50% of basic salary 
30% of basic salary 
10% of basic salary 
 
up to 30% of basic sal. 
30% of basic salary 
incr. of up to 1,95 
times 
up to 30%  of basic sal. 
10% of basic salary 
15 % of basic salary 
 
300 – 600 som 
20% of basic salary 

Bonuses Bonuses are paid on the basis of performance   

Source: Government Decree No. 13 on Salaries of Health System Employees, of 19 January 2011 and Government 
Regulation on Salaries of the Health Sector Employees of Kyrgyz Republic No. 246 of 26th of May 2011. 

38. In the new pay systems, basic salary setting is still outlined centrally, by 
Government regulations, but individual staff salary setting with respect to performance 
related bonuses is decentralized to the level of budget organizations. In the education 
sector, 10 percent of the overall funds received for salaries from the state budget are allocated 
for providing bonuses. Also, it is permitted to increase the performance fund by an additional 10 
percent from the savings generated from optimization of the number of classes and staff.  This 
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policy is seen as an incentive to undertake optimization. In the health sector, bonuses are 
financed from special funds established for the purposes of rewarding high performing staff, 
which are formed by using savings from funds allocated for vacancies and revenues for 
additional health services provided by individual health institutions.  

Table 9. Basic salary structure in the education sector 

Basic 
salary 

Basic salary of teachers of primary and secondary schools is 
calculated by multiplying a teaching hour with a coefficient. 
Coefficients are as follows: 
 

Teacher with secondary education 
Teacher with university education 
Teacher with a masters degree 

 
 
 
 
40 
45 
50 
 

Allowances 

Years in service allowance 
Allowance for work in high mountainous areas 
Allowance for years in service in high mountainous areas 
Allowance for work in villages 
Allowance for personnel having a title ‘honored’  
Allowance for special working conditions 
Allowance for academic degree 
Allowance for work in ‘national institutions’ 
 

 
up to 30% of basic sal. 
incr of up to 1.95 times 
up to 25% of basic sal. 
10 % of basic salary 
20 -100% of basic sal. 
15 % of basic salary 
300 – 600 som 
20% of basic salary 

Bonuses Bonuses are paid on the basis of performance  

Source: The Government Decree No. 18 on Introduction of New Salary System of Employees of Educational 
Institutions, of 19 January 2011 and the Government Instruction No. 270 on the Calculation of the Salaries of the 
Employees of Educational Institutions. 

39. In both sectors, bonuses are linked to performance. Performance related pay in the 
health sector was introduced in 2006 and is generally operating satisfactorily. The rules for 
calculating performance elements were revised in 2011 after the introduction of a new pay 
system in the sector.24  In the education sector, performance appraisal and performance related 
pay was introduced only in September 2011 and is more controversial. Performance is assessed 
by teaching staff and not by the management of the organization, which limits the discretion in 
the performance appraisal exercise. The bonuses are provided on a quarterly basis. However, 
the amount of bonuses is not limited and may exceed the amount of an average salary. In fact, 
the overall amount of 10 percent of the wage fund may be allocated only to one person in the 
organization. There were a number of appeals to the responsible appeals body, i.e. the Ministry 
of Education, on the results of performance appraisal system, especially at the beginning of its 
operation.  However, the number of appeals seems to be on the decline.   

40. In the health sector, special allowances were introduced for doctors working in 
rural areas to address the problem of attraction and retention of staff (so-called system 
of doctor’s deposit). These doctors receive quarterly allowances over the period of three years 
of work in remote areas. It is hoped that after the expiration of 3 years the doctors will continue 
to work in the same environment.  

41. In both the health and education sectors, the pay remains compressed, affecting 
staff’s motivation for career growth. For example, the base salary of a nurse is 4,300 soms, 
while base salary of a head of a health institution is 6,000 soms. In education, where base pay is 
expressed in number of hours multiplied by coefficients, a teacher with secondary education 
coefficient is 40, while a teacher with a masters degree coefficient is only 50. However, 

                                                 
24 Methodological Guidelines on Pay in Health Sector Organizations, issued by the Ministry of Health of 
Kyrgyz Republic by the Order N 354 on July 8, 2011. 
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estimating the compression ratio precisely using base salary only is difficult given that a 
significant part of total pay comes from allowances and other flexible elements. Furthermore 
data on total salaries paid in sectors by occupational groups or categories of staff in each sector 
are not available. With the existing differences in base salary rates; however, the compression 
ratio cannot be higher than 3. For comparison, in the majority of OECD countries the 
compression ratio is around 10. When the compression ratio is extremely low, staff are less 
motivated to enhance professional skills and seek career growth. Given the difficulty of reducing 
salaries in the public sector, it is advised that any fiscal space created over the medium-term is 
also used to gradual decompress the pay scales in the public sector. 

42. Over the past decade, salaries of civil servants were subject to ad hoc increases, 
mainly for individual institutions, without systematic efforts to reform the system. The 
analysis of civil service pay, undertaken as a part of the World Bank Capacity Building for 
Economic Management (CBEM) project revealed that pay was regulated by a number of 
government legal acts.25 In addition, various elements of pay were regulated by the Civil Service 
Law and Labour Code as well as other regulations adopted by individual state bodies. Multiple 
regulations governing the conditions of remuneration of civil servants made the system non-
transparent and difficult to manage. The system does not provide sufficient career motivation, 
due to a low decompression ratio and weak oversight over the civil service payroll.26 The 
schematic presentation of the civil service pay system is provided in Table 10. 

                                                 
25

 In 2011, regulation on civil service pay regulation included the Government Decree on Conditions for 
Paying Civil Servants and Municipal Employees № 436 adopted on 29 July 2011, and Regulation on 
Application of Coefficients which Apply to Salaries of Civil Servants and Municipal Employees (No 411, 
adopted on 31 July 2008 and amended on 10th March 2009 and 30th September 2010). 
26The World Bank Technical Note prepared for the Programmatic Public Expenditure Review: Kyrgyz 
Republic Civil Service: Pay and Employment Analysis, 2007. 

Table 10. Schematic presentation of the civil service pay system 

  Contractually-provided Non-contractual / 
intangible Monetary In-kind 

current 
rewards 

base 
rewards 

Basic salary is calculated by 
multiplying a base pay with a 
coefficient 
 
There are great variations of the 
base pay ranging from 4,000-7,000 
soms at the central Government 
level and 2,100 – 3,400 soms at the 
rayon level 
 

Health insurance, 
employers' 
pension 
contributions 

job security, social 
privileges 

Allowances 

Length of service allowance 
Rank allowance 
Allowance for academic degree 
Allowance for secret nature of work 
Allowance for special working 
conditions 
Allowance for complexity, 
performance and work results 
Allowance for work experience in 
high mountainous areas 
Allowance for working in high 
mountainous areas 
Special allowance for foreign 
mission civil servants 
Vacation allowance 

Official 
transportation 
and medical 
facilities for 
senior level civil 
servants 
 
 

trips abroad, 
training 
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43. Existing distortions in the pay system have also brought about substantive 
differences in pay levels for positions of similar level of complexity and responsibility, 
challenging fairness and equity principles. A comparison of horizontal pay levels for the 
same positions in different institutions, shows that a salary for a certain position in one 
institution could be as much as 2 - 4 times higher than a salary for an identical position in 
another institution. Although some variations in pay between different institutions may be 
justified due to different levels of complexity and responsibility of work, there is no valid reason 
why such significant pay differences in positions of the same level of complexity and 
responsibility should exist between different bodies. These differences distort the equality in 
the pay system and greatly reduce chances for horizontal mobility within the civil service. 

44. The introduction of various allowances and bonuses has also completely changed 
the structure of salaries, significantly reducing the ratio between basic salary and total 
salary and pay transparency. In some institutions, the basic salary to total salary ratio is less 
than 30 percent, as shown in Figure 10. This means that less than 30 percent of salary is a 
guaranteed basic salary, while the remaining part of more than 70 percent is not linked to the 
requirements of the job (its level of complexity and responsibility) and depends to a large 
extent on the manager’s discretion. 

Figure 10. Ratio between basic and total salary in selected civil service bodies 

(Percent of total) 

 

Source: Proposals for Reforming Civil Service Pay System in the Kyrgyz Republic, World Bank CBEM 
project, 2012. 
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45. The current civil service wage structure in the Kyrgyz Republic is not in line with 
good international practice. In OECD countries the ratio between basic salary and total salary 
is on average around 80:20 percent (see Figure 11). In some of these countries, the ratio 
between the basic salary and total salary is even 100 percent.  This means that there are no 
allowances and bonuses but only the basic salary, which reflects the level of responsibility and 
complexity of a certain position. For example, this is the case is in Switzerland, Sweden, Canada, 
Australia, and Iceland. However, the countries with substantive number of allowances and low 
level of ratio between basic and total salary—such as Greece, Italy, and Spain—are currently 
experiencing serious financial difficulties and are being forced to reduce the number of 
allowances as well as the levels of civil servants salaries.  

Figure 11. Ratio between basic salary and total salary in selected OECD countries 

(Percent of total) 

 

Source: The World Bank Technical Note prepared for the Programmatic Public Expenditure Review: Kyrgyz 
Republic Civil Service: Pay and Employment Analysis, 2007. 

46. In July 2013, the Government adopted a Program for Enhancing Civil Service Pay 
for 2013-2020, initiated by the State Personnel Service (SPS) in early 2012. In April 2012, 
the Government formed the Inter-Ministerial Working Group, in charge of reforming the civil 
service pay system, which proposed the legal framework necessary for the implementation of 
the Program. This work has also been supported by the World Bank’s project Capacity Building 
for Economic Management (CBEM). The basic content of the Program is presented in Box 1.  

47. The Program is in line with good international practice on civil service pay, as it 
substantively enhances the fairness and transparency of the civil service pay system. A 
new centrally managed wage grid will make the civil service wage bill easier to administer and 
significantly reduce the risks of non-systemic increases by individual agencies. The new pay 
system is also to be based on the newly developed job classification methodology, which would 
enable the introduction of the principle of ‘equal pay for equal work’ in the pay system. New 
classification of posts is to be formed based on the job classification methodology and 
determined in the new Register of Civil Service Positions. It is further envisaged that the ratio of 
basic salary to total salary would be increased up to 80:20 percent, which means that the 
majority of allowances and bonuses would be integrated in the basic salary. The motivation of 
specialist level staff, which do not have significant abilities for vertical progression (due to 
nature of the civil service hierarchical structure) should further be improved by introducing 
wide horizontal progression, which is absent in the present system.  
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Box 1. Key facts about the draft Strategy on Civil Service Pay Reform 

The Program for Enhancing Civil Service Pay for 2013-2020 elaborates the measures that should be 
undertaken in order to reform civil service salary system and increase its attractiveness and retention 
potential for qualified personnel.  In order to propose possible reform options, the Program first analyses 
the current system in more detail, with regard to existing legal framework, classification of posts in the 
Civil Service Register, pay structure and calculation and fiscal constraints. The Program then lays out pay 
reform principles that should provide a basis for the reform process. The final part of the Program 
outlines possible reform options that should be undertaken in the next 7 years in order to initiate, sustain 
and complete the reform process. 
 
The proposed Strategy is planned to be implemented in 2 stages: 
 
Stage I (2013-2016) actions include:   
 Harmonization of legislation to allow implementation of the new pay system 
 Implementation of the new Registers of Civil Service Positions (covering civil service and municipal 

service); 
 Integration of rank allowance and “thirteenth” salary into base pay; in the long-term is planned to 

continue integration of allowances into base pay, bringing base pay to 80 percent of the total salary; 
 Establishment of a unified minimum base pay for civil servants at all levels of the government; 
 Development of a unified wage grid model as a basis of the new pay system; 
 Beginning of the phased implementation of the new pay system;  
 Development of performance appraisal system for civil and municipal servants  

 
Stage II (2017-2020) envisages the following actions:   
 Gradual adoption of the new salary grid by all government agencies (subject to funding available 

and avoiding worsening of current pay conditions); 
 Integration of remaining allowances and bonuses into the base pay; 
 Continuous improvement of performance appraisal system. 

 
Source: Program for Enhancing Civil Service Pay in Kyrgyz Republic for 2013-2020, SPS and World Bank CBEM 
project, July 2013. 

 

48. Fiscal space for reforming the civil service pay system remains fairly restrictive 
due to existing macroeconomic constraints. Although the Civil Service wage bill (which also 
includes those in courts, prosecutor’s offices etc.) is relatively low, amounting to 1.2 percent of 
GDP in 2011, it is important to make sure that significant wage bill increases will not occur 
during the reform process. The new pay system should be sustainable both in the short-term 
and over a medium to long-term horizon. At the beginning of 2012, the Government carried out 
a reduction in the number of staff, which resulted in a reduction of around 600 vacancies and 
300 staff—a saving that may not be sufficient to finance an introduction of the new pay reform. 
Therefore, the government should continue to look for options to rationalize employment and 
link possible wage increases to advance public administration reform.  This issue will be 
discussed in more detail in the concluding section of this paper.  

49. A well-functioning, credible system of performance appraisal should be put in 
place before any attempt is made to introduce performance related pay in the Kyrgyz 
civil service. The experience of introducing a performance appraisal system in other countries 
shows that it takes at least around 4 or 5 years to develop a reliable performance appraisal 
system, and that early linkage between performance and pay may have negative implications on 
civil service motivation. Therefore it is recommended that performance related bonuses are not 
introduced until the performance appraisal system is fully operational.  
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6. System of Establishment Control  

50. The current mechanisms of controlling the number of employees in the public 
sector are not adequate, which puts additional pressure on wage bill levels. This is the 
case for both civil service and other parts of the public sector (including health, education, and 
social protection).  

51. In the civil service, staffing levels are supposed to be controlled by the 
government’s annual approval of staffing plans for each civil service body.  However, in 
many civil service institutions, the number of approved positions is significantly higher 
than the number of staff actually employed. The normal practice is that if a civil service 
institution does not fill the existing vacancy in the course of the budget year, it is obliged to 
return non-used wage bill funds to the Ministry of Finance at the end of the year. There have 
been, however, several important exceptions to this rule. For example, in 2010, all civil service 
institutions were able to keep the vacancy funds and additionally reward their existing 
personnel. Furthermore, several institutions, such as the Ministry of Finance and the Ministry of 
Economy, have been allowed by the government to keep the vacancy funds and provide higher 
levels of pay for their personnel for several years now.  While such practices allows to address 
issues of uncompetitive pay and implement performance pay approaches today, in the medium 
and longer term “vacancy gaming” adds to the problems of inequity and lack of fairness of the 
civil service pay system, and puts additional pressure on the wage bill. Such practices also 
impede accurate planning of staffing levels for the next year, as they provide incentives to the 
managers at the agency level to keep a number of vacancies and advocate staffing levels, higher 
than the actual need.       

52. Some of the current deficiencies in the payroll system in the civil service will 
likely be solved through the introduction of functional Human Resource Management 
Information System, which was in development but has currently suffered a setback due 
to the termination of a contract with a HRMIS vendor. It was intended that once HRMIS 
becomes operational, the payroll process should become much more efficient and transparent. 
Individual institutions will make inputs and keep records of all personnel administrative data 
for each civil servant and existing vacancy, and constantly update all stored information 
through daily routine data inputs. Personnel and Payroll Data will be naturally recorded in the 
Central HRMIS, and will be sent electronically to the State Treasury Payroll server. This server 
would then perform calculations, issue payment orders, and store records of calculated 
remuneration for each payment done, and send electronic information about the contributions 
deducted from each payment to the tax authorities and social contributions funds. The World 
Bank GTAC project was supposed to finance the implementation of a HRMIS system. However, 
due to multiple delays and other challenges, the Government decided to terminate the contract. 
Other financing options are currently being explored to support the completion of the project. 

52. Control of the wage bill in the education sector is even more complex and subject 
to potential abuse. In the education sector, school directors propose their staff schedule and 
their budget estimates to local governments. The local governments in turn consolidate the 
information and submit budget requests to the regional office of the Ministry of Finance, which 
then passes them on to the Ministry’s central office. In principle, the Ministry of Finance should 
evaluate each budget to see if it is justified, taking into account the overall budget constraints 
and government priorities. In practice, the Ministry of Finance relies on the school data 
provided by local governments, and does not have the ability to verify how many staff the 
education sector actually needs. There are also concerns about the quality of data provided by 
local governments, due to their low capacity and the absence of any quality assurance 
mechanism to address these budget risks. As a result, the education wage bill is vulnerable to ad 
hoc requests for staff increases. A recently conducted public expenditure tracking survey based 
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on samples of schools throughout the Kyrgyz Republic did not show any signs of the existence of 
‘ghost employees, which is certainly a positive finding.27  However, this does not guarantee that 
such workers are absent from the system, as the mechanisms to ensure effective control of 
staffing numbers in the education sector are lacking.  

53. The Ministry of Finance has recently started paying attention to the process of 
control and the possibility of reducing the wage bill in the education sector, which is a 
positive development. In early 2012, the MoF started developing an inventory of the number 
of teaching and non-teaching staff in the education sector, requiring all schools to send precise 
data on the number of their personnel.  This inventory should provide a good background for 
making a decision on the staffing numbers and the wage bill levels in each of the individual 
institutions.  

54. In the health sector, there are an increasing number of complaints about the 
significant differences between funded positions approved in the staff schedule and the 
actual number of staff.  Monitoring of staffing in organizations of selected healthcare services, 
undertaken by the local think-tank, Health Policy Analysis Center, reveals a relatively high 
difference between the staff schedule and the number of physically employed individuals (Table 
11). While theoretically the “single payer” system, organized on a per capita budgeting principle 
for family medicine centers and per case payment for hospitals, reduces the risks of 
unpredictable wage bill expansion due to staff increases, staff norms and salary increases affect 
the budget indirectly via calculations of the capitation and case rates every year. 

 

Table 11. Staff Occupancy Overview in Selected Services of the Health Sector, 
Kyrgyz Republic, 2011 

Type of 
Services 

Physicians Nurses  

Positions 
Number 

of people 
physically 

present 

Occupancy 
rate 

(percent) 

Positions 
Number 
of people 
physically 

present 

Occupancy 
rate 

(percent) 
Staff 

Schedule 

Occupied 
(funded) 
positions 

Staff 
Schedule 

Occupied 
(funded) 
positions 

Primary 
Care (FMC) 

7,448 6,534 5,022 76.8 12,870 12,288 10,153 95.5 

Hospitals 6,744 6,380 4,805 75.3 16,053 15,581 13,203 97.1 

Source: Health Policy Analysis Center, Kyrgyz Republic. 

55. The reason for discrepancies between the approved and actual number of staff 
stems from recent healthcare system reforms, which granted healthcare service delivery 
organizations the authority to determine the number of staff in staff schedule and use the 
savings from unfilled occupancies for compensation of actual employees. On the one hand, 
the new system allows greater flexibility for managers to increase the level of staff 
compensation, but at the same time, this system creates incentives to reduce the number of 
actual staff and to increase workload per employee, which could affect the quality of services. 
The Medical Insurance Fund and the Ministry of Health collect and monitor staff schedules.  
However they are unable to monitor the actual employment on a regular basis, or take 
enforcement action, due to limited capacity and the autonomy of healthcare service delivery 
organizations. There have been some examples of enforcement carried out by the Chamber of 
Accounts to cancel positions where health facilities have had many unfilled vacancies and then 

                                                 
27 Coffey International Development, Public Expenditure Tracking Survey on Health and Education in 
Kyrgyz Republic, July 2012.   
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have redistributed the salary budget. Therefore, it will be useful to review the current norms for 
staff numbers and workload affecting decision on the number of staff, in order to prevent the 
service delivery organizations from exaggerating the number of occupied positions in the staff 
schedule and merging positions to reduce the number of actual medical staff.  

56. Furthermore, the MoF and the Ministry of Health are also currently looking into 
ways to reduce the number of support personnel in the health sector, by merging the 
technical-support personnel from several organizations (forming a unique accounting 
department etc.). Although this line of reasoning appears to be appealing as it would 
undoubtedly generate savings, there are important concerns that have to be taken into account 
in this respect, in the light of ongoing health sector reforms in the Kyrgyz Republic. It is 
important to point out that merging of supporting services in the health sector (Family Medical 
Centers (FMCs) and hospitals) may bring about accountability problems due to the reporting 
arrangements, unless the FMCs are subordinated to the heads of hospitals in their respective 
areas. Otherwise, merging of support personnel may bring about informal merging of FMCs with 
hospitals, which is not the desired outcome from the perspective of health sector development. 
Therefore, it is recommended that the MoF continues the initiated measures of stronger 
establishment control, and considers merging the functions of technical-support personnel only 
in close cooperation with the respective sector managements in the MoH, to secure smooth 
continuation of the sectoral strategic development.   

57. While the review of staffing norms is important in the short-term, such norms are 
an element of input-based planning of budget resources and generally make the 
transition to output based financing more difficult. Staffing norms were inherited from the 
previous planned-economy. Reliance on these norms compensates for an under-developed 
human resource management (HRM) function in public sector organizations. In modern public 
sector organizations, the emphasis on quality of services delivery is high and they compete for 
staff with private sector organizations. Such systems include planning and implementation of 
policies that ensure that the adequate number of staff are employed with an appropriate mix of 
skills to deliver high quality services. This involves analysis of the relevant labor market and 
development of staffing strategies aligned with organization commitments and development 
objectives. It is difficult to give up staffing norms in the short-term given the lack of reliable and 
credible system of staff strategic planning in public sector organizations. Moving away from 
norms-based planning in the medium and longer term will require strengthening of the human 
resource management function in civil service and public sector service delivery organizations 
and supporting managers of public sector organizations in introducing staff strategic planning 
as a part of the general strategic planning process.   

58. Measures to strengthen establishment controls need to be aligned with the on-
going government efforts to move to performance-based management and budgeting. 
Trends in OECD countries reveal that the traditional system of centralized establishment 
control overemphasize aggregate staffing decisions. They make managers focus on the 
justification of the number of staff, often exaggerating their tasks. Furthermore, it does not 
allow them to address inefficiencies in staffing once a performance-oriented culture has been 
introduced. As a way to overcome limitations of centralized establishment control systems, 
some OECD countries have moved to “running cost” control system, that allow the managers to 
choose a mix of staff and other resources to deliver the program within a hard budget 
constraint. The countries, adopting this approach introduced “running cost” systems when well-
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functioning traditional systems with centralized aggregate control were already in place.28 The 
key preconditions for effective “running cost” system are summarized in Box 2.   

Box 2. Establishment Controls: Pre-conditions for Effective “Running Cost” Control Systems 

 Effective funds control framework. Regular, accurate financial reporting must be in place to assure 
large personnel commitments do not occur outside the approved budget. Further, the budget and 
accounting system must be in sufficient detail to allow separation of running form program costs, to 
detect any inappropriate subsidy of running costs from program funds.  

 Performance monitoring. Some rudimentary means of monitoring program output or quality should 
be in place. Managers have the freedom to ‘develop’ their own production function, but central 
Ministries should expect no reduction in output or service from the additional flexibility.  

 Performance culture. Civil service personnel, especially managers, should have internalized values for 
responsible financial management, mission achievement, economy and efficiency. This allows the funds 
control and performance monitoring systems to operate ex post for accountability, rather than ex ante 
for control.  

 Motive. Motive is provided by expectations of managers from the public and from political principals 
that services will continue to improve in quality or efficiency year on year. To a significant degree these 
expectations are based on past performance – in this sense, success in using the traditional control 
system partly laid the foundations for a running cost approach.  

 Opportunity. Opportunity is provided by robust budgetary and staffing information that allows 
detailed tracking of resource use. Without motive or opportunity, such devolution can be a recipe for 
unconstrained hiring or for over-compensation. Even within the OECD, at times of stress traditional 
establishment control, in the form of overall staffing caps or central controls on departmental 
structures, has occasionally reasserted itself over "running cost" control regimes.  

Source: Establishment Control and Pay Determination, Governance and Public Sector Management, World Bank, 
2000.  

 

7. Fiscal Implications of Different Policy Options to Restrain the 
Wage Bill Growth 

59. In order to provide credible recommendations on restraining wage bill growth it 
is important to carry out fiscal simulations on different policy options, with regard to the 
wage bill development. It should, however, be noted that this exercise is rather difficult due to 
a lack of clear government policy on public sector employment levels and the level of public 
sector wages. The results below should be taken as indicative of possible outcomes of various 
government policies.  More elaborate scenarios could be prepared to take into account policy 
decision on what is the appropriate wage bill in the Kyrgyz Republic and the timeframe to reach 
these goals. 

60. The first baseline scenario assumes that the wage bill will continue to grow at the 
same pace since 2000, by an annual average of 0.5 percent of GDP. This scenario does not 
envisage any structural changes in the public sector over the mid- term. In this case, the public 
sector wage bill will rise by over 2 percent of GDP from 2011 to 2015, amounting to 11.8 
percent of GDP in 2015 without expenditures in the health sector. If the health sector wage bill 
is included in the calculation, then the wage bill would increase up to 14.6 percent of GDP, 
which is quite excessive (see Table 12). 

                                                 
28

 Establishment Control and Pay Determination, World Bank, 2000,  
http://siteresources.worldbank.org/PUBLICSECTORANDGOVERNANCE/Resources/285741-
1345485407865/EstablishmentControl.pdf 
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Table 12. Fiscal projections of wage bill development in the mid-term 2013-2015 

 2013 2014 2015 

1) Baseline scenario I:    

 a) Wage bill average annual growth as percentage point of 
GDP 

0.5 0.5 0.5 

 b) No reduction of public sector staff    

Wage bill as percent of GDP (without health)  10.8 11.3 11.8 

Total wage bill as percent of GDP (with health) 13.3 13.9 14.6 

2) Scenario II    

 a) Increase of average public sector pay (soms) to 
             constitute 80 percent of private sector pay 

10,737  12,130 13,725 

 b) No reduction of the number of public sector staff    

Wage bill as percent of GDP (without health) 10.2 10.2 10.3 

Total wage bill as percent of GDP (with health) 12.6 12.5 12.8 

3) Scenario III    

 a) Increase of average public sector pay (soms) by the 
              inflation factor (for 2013, 2014) 

9,441 10,112 12,009 

 b) Reduction of the number of public sector staff (percent)  5 5 

Wage bill as percent of GDP (without health) 9.0 8.1 8.1 

Total wage bill as percent of GDP (with health) 11.1 9.9 10.0 

Source: Authors’ calculations.  Assumptions include Ministry of Economy of KR forecast on average wage in economy 
and World Bank forecast on inflation. 

61. The second scenario envisages the adjustment of an average public sector salary 
to follow private sector salary growth, also without any reduction of public sector 
employment. This scenario is based on private sector wage growth estimates from the Ministry 
of Economy. It is assumed that average wages in the public sector would be maintained at the 
level of 80 percent of private sector pay. In this case, the level of the wage bill in 2015 will still 
remain quite high at around 10.3 percent of GDP, which is 0.4 percent higher than it was in 
2011. Again, if health expenditures are added, the wage bill as a percent of GDP will amount to 
12.7 (see Table 9).  

62. The third scenario assumes more modest adjustments of public sector salaries, 
informed by inflation, coupled with the reduction of public sector employment levels in 
2014-2015. In this case, significant improvements of pay levels would be delayed until 
employment reduction have been attained.29 The competitiveness of public sector wages in 
comparison to the private sector would be partly ensured by inflation adjustments, and the 
public sector would be re-structured in order to free up resources for wage increases. Once the 
wage bill is sufficiently restrained to the level that it does not pose a risk to fiscal sustainability, 
it would be possible to further adjust the level of public sector salaries to follow private sector 
levels. In this scenario, in the years 2013-2014, public sector salaries would be increased to 
follow inflation pressures, while in 2015 their level would be slightly raised beyond the inflation 
factor. As a result, the wage bill as percent of GDP in 2015 would be 8.1 percent of GDP without 
the health sector and 10 percent of GDP if the health sector wages are added, which is quite 
reasonable. In this scenario the government will have to take into account severance payments 
for redundant employees.   

                                                 
29 The projections assume annual adjustment by inflation factor, based on inflation forecast. However, in 
practice the adjustment factor should be confirmed annually based on economic performance and should 
be fiscally affordable.  
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8. Conclusion and Recommendations 

63. The Kyrgyz Republic faces an immediate challenge of restraining the wage bill as 
part of its overall fiscal strategy. At 12.2 percent of GDP, additional increases to the wage bill 
may have adverse economic consequences by crowding out potentially more productive uses of 
public resources. Containment of wage expenditures can only be achieved through system and 
policy reforms determining the employment and wage levels in the public sector, coupled with 
deep structural reforms of the main sectors of public employment.   

64. In the medium-term, it will be important to focus on improving the predictability 
of the wage bill management system, and avoiding non-systemic and ad hoc increases in 
salaries across public sector. The major medium-term measures to be undertaken over the 
next 2-5 years should include: 

 Slight/moderate reduction of the number of staff in all three sectors. Although 
the number of staff in all three key public sectors- which includes the civil service, 
education, and health- is not high by international standards, tight economic 
conditions in the country may require a slight/moderate reduction of the number of 
all public sector staff. It should, however, be noted that no country has achieved 
significant sustained general government employment reductions through major, 
one-off, retrenchment exercise. The best results have been achieved through 
continuous efforts to modestly but consistently reduce general government 
employment each year, over an extended period of time. Automation of government 
business processes and innovations in public services delivery can also provide 
opportunities to rationalize the number of staff. Restrictions on replacing retired 
personnel, which are applied by many countries, could also be considered. 

 Reduction of the number of technical/supporting staff in the public sector. An 
important way to rationalize the number of staff in the public sector in general, 
without having an impact on the service delivery, is to reduce the number of 
technical-support personnel such as cleaning, maintenance, and catering staff. In this 
respect, it would be important to first relax the norms for determining the number of 
non-teaching and non-medical staff. This could be achieved by providing the school 
director and health management institutions greater flexibility in deploying staff for 
maximum efficiency. A mid to long-term solution could be the outsourcing of such 
personnel, especially in urban areas where private companies may be able to carry 
out these support services (e.g. maintenance of school buildings) and ancillary 
services (e.g. preparation of meals for students).  

 Postponing larger salary improvements in excess of inflation until the 
employment reductions have been attained. Experiences from other countries 
that have carried out successful retrenchments demonstrate that it is much better to 
delay salary improvements until employment reductions are achieved, in order to 
reduce the fiscal and political cost of retrenchment.30 The best retrenchment results 
are usually attained if salary improvements are made only after a desired reduction 
of public employment is achieved.  

 Planning of any retrenchment exercise should take into consideration possible 
fiscal impact on the pension system, which is currently under substantial fiscal 
pressure. In order to avoid adverse effects on the pension and unemployment funds, 
it is recommended that special training programs be provided to redundant staff as 
early as possible in the retrenchment process. Such programs should aim at building 

                                                 
30G. Reid (1992), “Civil Service Reform in Latin America: Lessons from Experience”, LATPS Occasional 
Paper Series. 
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skills/capacities of laid off staff on how to find an alternative employment, or on how 
they could organize themselves to compete for performing functions that used to be 
provided by the government (especially support and ancillary services), which are to 
be outsourced to the private sector. If the laid off staff continue working in the formal 
sector of the economy, it will be neutral for the system, as the pension system will 
still have revenues from social payments generated by the private sector. However, if 
these people stop making pension contributions, the pension system could be 
seriously impacted. How these effects are distributed over the time would depend on 
the age structure of the staff and age distribution of salaries. A more in depth analysis 
would require detailed data and development of  scenarios looking at the volume 
staff reduction and the behavior of laid-off personnel. 

 Establishment of sound monitoring of numbers of employees and payroll in all 
parts of the public sector. It would be preferable to establish a function of 
monitoring employment numbers and remuneration levels in the Ministry of Finance. 
There should be a revision of the regulation setting the procedure for approval of 
public sector employees’ positions, as the current establishment control practices are 
ineffective. The preparation of multi-annual staffing plans and their annual revision is 
also recommended as a mandatory additional activity in the process of approval and 
control of number of public sector employees, which could be another effective long-
term deterrent against wage bill increases. The introduction of these plans can 
provide the basis for strategic planning of human resources in public sector 
organizations and prepare the basis to move away from the outdated practice of 
using staffing norms in planning budget allocations. 

 
Education sector: 
 

 Scaling up per-capita financing, as it could bring about important savings both 
in terms of staffing and material resources. When the financing of schools is based 
on the number of students, with an established minimum class size, there will be a 
case for: 1) consolidating under-enrolled classes within the same grade within 
individual schools or different schools in the same municipality, and 2) closing of 
schools with small number of students and provision of transportation to students to 
another close-by school (where possible due to mountainous structure of the 
country). This, however, is in no way an automatic process. The experiences of other 
ECA countries that have embraced per capita financing over the past decade show 
that a pre-condition for the success of these rationalization efforts is a proper 
distribution of financial management between the central government, local 
government, and the schools.31 The best results are achieved if local governments 
play a key role in this exercise. The underlying logic is that per capita financing 
imposes efficiency measures on local governments with under-enrolled schools. 
When faced with hard budget constraints, local governments will be forced to look 
for the most efficient means of providing education services, which would include 
closing the schools they can no longer afford. Given that in the ongoing Kyrgyz 
Republic pilot per capita financing program it is the school principals, and not local 
governments, who are budget holders of per student allocations, there may be a 
problem with achieving efficiency measures, as school principals will be less inclined 
to rationalize school networks. Therefore it would be important to reconsider the 
current distribution of responsibilities and to gradually transfer financial 
management responsibilities from schools to local governments. This process should 
be supervised centrally to make sure that local governments meet adequate human 

                                                 
31 The World Bank, (2011), Reforming Education Finance in Transition Countries, Six Case Studies in Per 
Capita Financing Systems, The World Bank, Washington DC. 
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resource and other capacity requirements in order to undertake this important 
responsibility. 

 It would also be important that the Ministry of Education continues its ongoing 
work on streamlining the school curricula. This would enhance the opportunity 
for teachers to teach across related fields and hence reduce the need for additional 
teacher personnel.  

 
Civil service: 
 

 Implementation of the Program for Enhancing Civil Service Pay for 2013-2020. 
Adoption of the Program in July 2013 launched an important structural reform of the 
civil service pay system for the next few years, improving the fairness, transparency, 
and predictability of civil service salaries and the wage bill. It is important to stick to 
the action plan, adopted under the program and closely monitor implementation of 
the new pay system. Piloting a new pay system in several institutions would allow for 
the checking of the new wage grid system operation, and correction of any potential 
flaws before the new system is introduced across the civil service.  

 Carrying out a comprehensive functional review of central and rayon 
government level in order to identify overlapping authorities and 
redundancies and further reduce the number of staff at both levels in order to create 
fiscal space for the introduction of the new pay system. 

 Carrying out a functional review of local government administration in order to 
optimize the number of staff. 

 Introducing a new civil service pay system at all levels of the government by 
2016. 

65. In the long-term it is important for the government to assure a level of equity of 
wages across the public sector. This could be done by conducting regular checks to compare 
the salary levels in the different structures, i.e. education, health, civil service, social protection, 
etc. A proposed method to assure fairness across the different pay structures is to establish a 
common “framework” grading structure, which aligns jobs in different services or occupational 
groups into a common spine. Such methodologies enables a comparison of the relative weight 
or content of jobs across different occupational categories, based on common criteria such as 
specialized or managerial knowledge, freedom of decision-making, accountability, etc.  Rather 
than analyzing all jobs, several common benchmark jobs (e.g., secondary teacher, nurse, doctor, 
accountant, etc.) could be established, and efforts made to make sure that grading and salary 
levels of these posts are comparable across the system.  

66. Finally, there is a need to strengthen human resource management in public 
sector organizations. This involves expanding the functions of human resource management 
units to actual planning and implementation of human resources polices, aimed to ensure that 
the adequate number of staff is employed with an appropriate mix of skills to deliver services of 
an expected quality. Such a reform will require capacity development of human resource 
management personnel as well as managers of public sector organizations. Strategic planning of 
staffing and the design and use of performance appraisal in allocating performance bonuses 
needs specific attention. Without serious efforts to enhance human resources management 
functions in public sector organizations, the sustainability of pay reform will be put at risk..  
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